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Income-Tax Department
Edited by John B. Niven

New forms for 1919 income-tax returns will without doubt be in the
hands of collectors before this number reaches its readers. There is no new
consolidated issue of the regulations, but all the amendments and revisions
of regulations 45 which have been promulgated up to December 2, 1919,
since the bound copies of that volume were issued April 17, 1919—all of
these amendments have been published in these pages—have been issued in
pamphlet form as Addenda to Regulations 45, and should be procurable
from local collectors.
Liberty Bond Exemptions

The subject of taxable interest on Liberty bonds offers some complica
tions. A table describing the various issues and showing the different ex
emptions in graphic form has been drawn up and is presented herewith.
It shows those exemptions which are “specific,” applicable to a single issue
only, and those which are “group” exemptions or “joint and several.”
“Group” exemptions are either “conditional” or “unconditional.” Uncon
ditional group exemptions and specific exemptions are valid whether the
bonds on which the interest is received or any other holdings of bonds are
still retained or have been sold. Conditional exemptions depend upon the
retention, at the time the taxpayer’s return is rendered, of originally sub
scribed fourth or Victory loan bonds.
Taxable interest should be calculated on the accrual basis, even though
credited on the books of the taxpayer only as collected. If the instructions
for the calculation contained in the income-tax blanks are followed literally,
the throwing of the difference between the taxable interest and the book
interest into the income reconciliation—it may be an addition to book in
come as well as a deduction therefrom—automatically adjusts the taxable
income to the accrual basis, regardless of the method used in the books.
Treasury Decisions

It may not be generally realized that income-tax returns are “public
records and . . . open to inspection as such.” This is in section 257 of the
revenue act of 1918; but the accessibility is more apparent than real, being
possible “only upon the order of the president, under rules and regulations
to be prescribed by the secretary of the treasury and approved by the
president.”
The new treasury decisions are largely taken up with the regulations
formulated under this proviso, prescribing, first, who may have access to
income-tax returns for the purpose of inspection, and under what condi
tions, and, second, to whom copies of returns may be furnished. (T. D.’s
2961-2.)
The maker of a return is always entitled to a copy of his return, but
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TABLE OF LIBERTY BONDS AND
The maximum exemptions indicated are from “additional” taxes; that is, indi
vidual surtaxes and corporation excess-profits and war-profits taxes.
All issues are exempt from (normal) income tax.
3
bonds (first issue)
are also exempt
3¾% notes (Victory loan) from all “additional” taxes.

Date of issue or
conversion

Description of issue

Issue

First 3¾’s..............................................

Original issue............................. .......................

June 15,1917

First converted 4’s................................

First 3½’s converted into second 4's...............

Nov. 15,1917

First converted 4¼’s............................

First 3½’s converted into third 4¼'s issue of
May 9,1918.....................................................

May 9,1918

Second 4’s...............................................

Original issue.......................................................

Nov. 15,1917

Second converted 4¼’s........................

Second 4’s converted into third 4¾’s issue of
May 9,1918.....................................................

May 9,1918

Third 4¼’s.............................................

Original issue.......................................................

May 9,1918

Fourth 4¼’s...........................................

Original issue.......................................................

Oct. 24, 1918

First Liberty second converted 4¼’s.

First3½’sconvertedintofourth4¾'s,issueof
Oct. 24,1918
Oct. 24, 1918

Treasury certificates............................

War savings certificates......................
Victory loan 4¾’s................................

Originalissue.......................................................

May 20,1919

Victory 3¾’s..........................................

Victory 4¾’s converted into Victory 3¾’s. . .

May 20,1919

DURATION OF EXEMPTIONS

Exemptions begin

Exemptions terminate

(b)

January 1,1918

(d)
(e)
(f)

(c)

January 1,1919

(g)

(a)

With date of respective issues

2 years after end of war
5 years after end of war
At termination of life of Victory loan notes on
which based.
Unlimited (during life or holding of respective
issues.)

the right of inspection granted others also includes the right to copy or to
extract data from the return. Besides the maker and the necessary officers
and employees of the treasury department, the right of inspection extends
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MAXIMUM TAX EXEMPTIONS THEREON

4¾% notes (Victory loan) are en Specific exemptions:
titled to no exemption from “addi
tional” taxes.
4% and 4¼% bonds are exempt from
“additional” taxes to the extent
indicated in the table.

Applicable to a single issue only.
Group exemptions:

Applicable to all or any issue of the
group indicated.

MAXIMUM EXEMPTIONS

Interest
due

Maturity

SPECIFIC

Jun. 15
Dec. 15

June 15

June 15
Dec. 15

June 15
1932-1947

June 15
Dec. 15

June 15
1932-1947

May 15
Nov. 15

Nov. 15
1927-1942

May 15
Nov. 15

Nov. 15
1927-1942

Mar. 15
Sept. 15

Sept. 15
1928

April 15
Oct. 15

Oct. 15
1933-1938

$30,000.

(a)
(d)

June 15
Dec. 15

June 15
1932-1947

30,000.

(a)
(d)

GROUP
--------------------------------------------------------------------------------------Unconditional
Conditional

1932-1947All
Conditional on original sub
scription to and continued
ng at date of (making)
tax return of:

$30,000. (c)
(e)

$20,000.

5,000.

June 15
Dec. 15

June 15
Dec. 15

May 20,1923, re
deemable at op
tion of U. S.
June 15 or
Dec. 15,1922

None

May 20,1923, re
deemable at op
tion of U. S.
June 15 or
Dec. 15,1922

All

$60,000.

(b)
$45,000. (d)

(c)
(f)

Two-thirds as many bonds
of the Fourth Liberty loan.

One-third as many bonds of
the Victory Liberty loan.

(a)
(g)

None

None

$35,000.$65,000.

RECAPITULATION: TOTAL POSSIBLE EXEMPTIONS
Prior to
Jan. 1,1919

Specific.........................................................
Unconditional..............................................
Conditional..................................................

$ 60,000.
5,000.
45,000.

$110,000.

Additional beginning
Jan. 1,1919
$

Total from
Jan. 1, 1919

...........
30,000.
20,000.

$ 60,000.
35,000.
65,000.

$50,000.

$160,000.

to a duly constituted attorney in fact, an administrator, executor, trustee
or his attorney, and under certain conditions to an heir at law or next of
kin. A stockholder holding as little as one per cent of a corporation’s stock
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may, under section 257 of the law, examine the return of his corporation;
but he must satisfy the department as to the bona-fides of his request and
must apply in person only, not by proxy.
Whether departments of the government other than the treasury may
be granted the privilege of inspection depends on the conditions in each
case; but the United States is free to use the returns in litigation, this right
being implicit in their status of “public records.” The privilege of states
“imposing an income tax” of having access to the returns is also con
tained in the law, section 257.
A taxpayer who received all in one year a sum of money not previously
agreed on as compensation for services over a period of years has been
obliged to report the entire amount as income for the year in which it
was received, and the assessment has been confirmed by a decision of the
United States district court. The case depended on the fact that the tax
payer kept no books of account, under which conditions the revenue act
of 1918 states the computation of income shall be made in such a manner
“as in the opinion of the commissioner does clearly reflect the income,”
and the commissioner’s relevant “opinion” is set forth in article 32 of
regulations 45: “where no determination of compensation is had until the
completion of the service the amount received is income for the calendar
year of its determination.” (See T. D. 2960.)
Where, in cases of corporate “reorganization,” new stock of no greater
par value than the old stock is received in exchange for it, there is (section
202b) no gain or loss at the time; but the gain or loss is determined on
subsequent sale of the stock, as explained in article 1568. This article
has been amplified in T. D. 2963 to provide for allocation of the cost (or
March 1, 1913, value) of the original securities to the different classes of
new securities, if more than one class is issued; the allocation being made in
proportion to the relative market values of each class of securities as com
pared with the total market value.

TREASURY RULINGS
(T. D. 2960, January 7, 1920)

Income Tax—Decision of Court

Jackson v. Smietanka (U. S. district court, December, 1919)
When Income Taxable.

A taxpayer who keeps no books of account, and to whom is paid, upon
the termination of services extending over a period of years, a lump sum
in amount not previously agreed upon, as compensation for such services,
must return as income in the year in which received, the entire amount so
paid him, even when such payment is accompanied by a statement pro
portioning the compensation over the years in which the services were
rendered.
The appended decision of the United States district court for the eastern
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division of the northern district of Illinois, in the case of Jackson v. Smie
tanka, is published not as a ruling of the treasury department, but for the
information of internal-revenue officers and others concerned.
United States District Court, Eastern Division
of Illinois.
No. 33109

of

Northern District

William J. Jackson v. Julius F. Smietanka, collector of the United States
internal revenue, first district of Illinois
Page, circuit judge:

This is a demurrer to the declaration.
The sole question involved in this case is, Was plaintiff erroneously taxed
under the revenue law of 1918, or should he have been taxed under the
several laws of the years 1913 to 1918, as plaintiff contends, on an income
received as follows:
Plaintiff was on May 27, 1913, appointed a receiver of the C. & E. I.
R. R. Co. and served until April 27, 1918, for which he received under the
order of the district court, dated August 4, 1913, $2,000 per month, com
mencing July, 1913, to be received on account, with the liberty on his dis
charge to apply for further compensation. When he resigned a general
order was entered, on April 27, 1918, allowing him an additional compensa
tion of $100,000. That general order was amended by order of April 22,
1919, as follows:
That said services of said William J. Jackson as receiver were rendered
continuously from May 27, 1913, to and including April 27, 1918, and the
compensation therefor now allowed was earned and accrued as follows:
In the year 1913, $12,144.85; in the year 1914, $20,334.26; in the year 1915,
$20,334.26; in the year 1916, $20,334.26; in the year 1917, $20,334.26; in the
year 1918, $6,518.11.
That amendment was entered as of April 27, 1918. The petition for the
amended order was filed and the order made long after the tax was as
sessed. The government was not a party thereto.
Plaintiff cites section 206 of the revenue law of 1918 as a basis for his
contention, and says, “If that section cannot reasonably be applied to such
a case as that of plaintiff, we ask to what sort of a case it does apply?”
Article 1641 of treasury department regulations 45, under the revenue act
of 1918, says that section 206 refers to other and wholly different matters,
and this interpretation is supported, and in the opinion of the court con
clusively, by sections 201 and 205 of the same act, in the former of which
direct reference is made to said section 206.
After specifying in detail what the gross income includes, section 213
provides:
The amount of all such items shall be included in the gross income for
the taxable year in which received by the taxpayer, unless, under methods
of accounting permitted under subdivision (b) of section 212, any such
amounts are to be properly accounted for as of a different period.
Subdivision (b) of section 212 provides:
The net income shall be computed upon the basis of taxpayer’s annual
accounting period * * * in accordance with the method of accounting
regularly employed in keeping the books of such taxpayer.
Plaintiff kept no books, so that clause does not apply. It further pro
vides that—
If no such method of accounting has been so employed, or if the method
employed does not clearly reflect the income, the computation shall be made
upon such basis and in such manner as in the opinion of the commissioner
does clearly reflect the income.
The only language which might apply to plaintiff is—
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If no such method of accounting has been so employed * * * com
putation shall be made upon such basis and in such manner as in the opinion
of the commissioner does clearly reflect the income.
This seems to leave the burden upon the plaintiff here to show that the
method of accounting insisted upon by him has been prescribed as a basis by
the commissioner.
Article 52 of regulations 45 provides:
Gains, profits and income are to be included in the gross income for the
taxable year in which they are received by the taxpayer, unless they are
included when they accrue to him in accordance with the approved method
of accounting followed by him.
Article 32 of said regulations 45 states :
Where no determination of compensation is had until the completion of
the services, the amount received is income for the calendar year of its
determination.
The demurrer is sustained.
(T. D. 2961, January 7, 1920)
Inspection of Returns

Regulations governing the inspection of returns of individuals, partnerships,
corporations, associations, joint-stock companies, and insurance com
panies made pursuant to the requirements of section 2 of the tariff act
of October 3, 1913; title I of the revenue act of 1916; title II of the
revenue act of 1917; and titles II and III and section 1000, title X, of
the revenue act of 1918. Former regulations bearing on the same sub
ject superseded.
Section 2 of the tariff act of October 3, 1913, imposes an income tax on
individuals, corporations, joint-stock companies or associations, and insur
ance companies, and paragraph G (d) of said section provides:
When the assessment shall be made, as provided in this section, the re
turns, together with any corrections thereof which may have been made
by the commissioner, shall be filed in the office of the commissioner of
internal revenue, and shall constitute public records and be open to in
spection as such: provided, that any and all such returns shall be open to
inspection only upon the order of the president, under rules and regulations
to be prescribed by the secretary of the treasury and approved by the
president: * * *
Title I of the revenue act of 1916 imposes an income tax on individuals,
corporations, joint-stock companies or associations, and insurance com
panies, and section 14 (b) of said title provides:
When the assessment shall be made, as provided in this title, the returns,
together with any corrections thereof which may have been made by the
commissioner, shall be filed in the office of the commissioner of internal
revenue, and shall constitute public records and be open to inspection as
such: provided, that any and all such returns shall be open to inspection
only upon order of the president, under rules and regulations to be pre
scribed by the secretary of the treasury and approved by the president:
* * *
Title II of the revenue act of 1917 imposes a war excess profits tax on
individuals, partnerships, corporations, joint-stock companies or associations,
and insurance companies, and section 212 of said title provides:
That all administrative, special, and general provisions of law, including
the laws in relation to the assessment, remission, collection, and refund of
internal-revenue taxes not heretofore specifically repealed, and not incon
sistent with the provisions of this title, are hereby extended and made
applicable to all the provisions of this title and to the tax herein imposed,
and all provisions of title I of such act of September eighth, nineteen hun
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dred and sixteen, as amended by this act, relating to returns and payment
of the tax therein imposed, including penalties, are hereby made applicable
to the tax imposed by this title.
Title II of the revenue act of 1918 imposes an income tax on individuals,
associations, joint-stock companies, and insurance companies, and section
257 of said title provides:
That returns upon which the tax has been determined by the commissioner
shall constitute public records; but they shall be open to inspection only upon
order of the president and under rules and regulations prescribed by the
secretary and approved by the president. * * *
Title III of the revenue act of 1918 imposes a war profits and excess
profits tax on corporations, associations, joint-stock companies, and insurance
companies, in addition to other taxes imposed by the act, and section 336
of said title provides:
That every corporation, not exempt under section 304, shall make a re
turn for the purposes of this title. Such returns shall be made, and the taxes
imposed by this title shall be paid, at the same times and places, in the same
manner, and subject to the same conditions, as is provided in the case of
returns and payment of income tax by corporations for the purposes of title
II, and all the provisions of that title not inapplicable, including penalties,
are hereby made applicable to the taxes imposed by this title.
Section 1000, title X, of the revenue act of 1918 imposes on corporations
a special excise tax with respect to carrying on or doing business, and sub
division (d) of said section provides:
Section 257 shall apply to all returns filed with the commissioner for
purposes of the tax imposed by this section.
Pursuant to these provisions of law the president orders that returns
of individuals, partnerships, associations, joint-stock companies, and insur
ance companies filed under the provisions of section 2 of the tariff act of
October 3, 1913; title I of the revenue act of 1916; title II of the revenue
act of 1917; and titles II and III and section 1000 of title X, of the revenue
act of 1918, or under laws hereafter enacted in substitution or amendment
of the income tax or capital stock tax provisions thereof and not inconsistent
herewith, shall be open to inspection in accordance and upon compliance
with the following rules and regulations:
1. These regulations deal only with inspection of returns, as the statutes
expressly require the approval of the president of regulations on this subject.
Other uses to which returns may be lawfully put, without action by the
president, are not covered by these regulations.
2. The word “corporation” when used alone herein shall, unless other
wise indicated, include corporations, associations, joint-stock companies,
and insurance companies. The word “return” when so used shall, unless
otherwise indicated, include income and profits tax returns; and also special
excise tax returns of corporations filed pursuant to section 1000, title X, of
the revenue act of 1918.
3. Written statements filed with the commissioner of internal revenue
designed to be supplemental to and to become a part of tax returns shall be
subject to the same rules and regulations as to inspection as are the tax
returns themselves.
4. Except as hereinafter specifically provided, the commissioner of
internal revenue may. in his discretion, upon written application setting forth
fully the reasons for the request, grant permission for the inspection of re
turns in accordance with these regulations. The application will be con
sidered by the commissioner and a decision reached by him whether the
applicant has met the conditions imposed by these regulations and whether
the reasons advanced for permission to inspect are sufficient to permit the
inspection. Such written application is not required of the officers and
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employees of the treasury department whose official duties require inspec
tion of a return, or of the solicitor of internal revenue.
5. The return of an individual shall be open to inspection as follows:
(a) By the officers and employees of the treasury department whose
official duties require such inspection and by the solicitor of internal revenue;
(b) by the person who made the return, or by his duly constituted attorney
in fact; (c) by the administrator, executor, or trustee of the taxpayer’s
estate, or by the duly constituted attorney in fact of such administrator,
executor, or trustee, where the maker of the return has died; and (d) in
the discretion of the commissioner of internal revenue, by one of the heirs
at law or next of kin of such deceased person upon showing that he has a
material interest which will be affected by information contained in the
return.
6. A joint return of a husband and wife shall be open to inspection (a)
by the officers and employees of the treasury department whose official
duties require such inspection, and by the solicitor of internal revenue; and
(b) by either spouse for whom the return was made, or his or her duly
constituted attorney, upon satisfactory evidence of such relationship being
furnished.
7. The return of a partnership shall be open to inspection (a) by the
officers and employees of the treasury department whose official duties require
such inspection and by the solicitor of internal revenue; and (b) by any
individual (or his duly constituted attorney in fact or legal representative)
who was a member of such partnership during any part of the time covered
by the return, upon satisfactory evidence of such fact being furnished.
8. The return of a corporation shall be open to inspection (a) by the
officers and employees of the treasury department whose official duties require
such inspection and by the solicitor of internal revenue; (b) upon satisfac
tory evidence of identity and official position, by the president, vice-president,
secretary or treasurer of such corporation, or, if none, its principal officer;
and (c) by a stockholder of such corporation as provided in paragraph 9
hereof.
9. A stockholder of record owning 1 per cent or more of the stock of
the outstanding stock of a corporation may be permitted to inspect its return.
Such permission will only be granted upon an application in writing to the
commissioner of internal revenue accompanied by an affidavit showing
applicant’s address, the name of the corporation, the period of time covered
by the return he desires to inspect, and a certificate from the officials of
the corporation, or other satisfactory evidence showing the amount of the
corporation’s outstanding capital stock, the number of shares owned by
the applicant, the date when such stock was acquired, and satisfactory proof
of identity. This privilege of inspection is personal and will be granted only
to the stockholder. This rule has no application to the return of a corpora
tion filed pursuant to the revenue act of 1918, specific provision, independent
of presidential regulation, being made in that act for inspection by a stock
holder of a return of a corporation filed thereunder (second proviso of
sec. 257).
10. When the head of an executive department (other than the treasury
department) or of any other United States government establishment, de
sires to inspect or to have some other officer or employee of his branch of
the service inspect a return in connection with some matter officially before
him, the inspection may, in the discretion of the secretary of the treasury,
be permitted upon written application to him by the head of such executive
department or other government establishment. The application must be
signed by such head and must show in detail why the inspection is desired,
the name and address of the taxpayer who made the return, and the name
and official designation of the one it is desired shall inspect the return.
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When the head of a bureau or office in the treasury department, not a part
of the internal revenue bureau, desires to inspect a return in connection with
some matter officially before him other than an income, profits tax or cor
poration excise tax matter, the inspection may, in the discretion of the
secretary, be permitted upon written application to him by the head of such
bureau or office, showing in detail why the inspection is desired. The reasons
submitted for permission to inspect as provided in this paragraph shall be
considered by the secretary and a decision reached by him whether the
reasons are sufficient to permit the inspection.
11. When it becomes necessary for the department to furnish returns or
copies thereof for use in legal proceedings, inspection of such returns or
copies that necessarily results from such use is permitted.
12. Except as provided in paragraph 11, returns may be inspected only
in the office of the commissioner of internal revenue, Washington, District
of Columbia.
13. A person who, under these regulations, is permitted to inspect a
return may make and take copy thereof or a memorandum of data contained
therein.
14. By section 3167, Revised Statutes, as amended by the revenue act
of 1918, it is made a misdemeanor for any person to print or publish in any
manner whatever not provided by law any income return, or any part
thereof, or source of income, profits, losses, or expenditures appearing in
any income return, which misdemeanor is punishable by a fine not exceed
ing $1,000 or by imprisonment not exceeding one year, or both, at the dis
cretion of the court; and if the offender be an officer or employee of the
United States, by dismissal from office or discharge from employment.
15. All former regulations bearing on the subject of inspection of re
turns are hereby superseded.
16. These regulations shall remain in force until expressly withdrawn
or overruled.
(T. D. 2962, January 7, 1920)
Regulations governing the furnishing of copies of income returns; the
giving to state officials access to income returns of corporations, asso
ciations, joint-stock companies, and insurance companies; the examina
tion by a stockholder of the annual income returns of a corporation
made pursuant to titles II and III and section 1000, title X, of the revenue
act of 1918.
I.

Furnishing

of

Copies

of

Income Returns

No specific provision is made in the statutes for furnishing a copy of
an income return to anyone. Authority to permit inspection does not carry
with it authority to furnish a copy. Implied authority to furnish a copy
is contained in several provisions of law constituting returns public records,
and in sections 161 and 251, Revised Statutes, which confer upon the sec
retary of the treasury broad power to make rules and regulations con
cerning “custody, use, and preservation of the records, papers, and property”
of the department and the enforcement of the internal-revenue laws. Be
cause of the provisions contained in section 3167, Revised Statutes, as
amended by the revenue act of 1918, making it unlawful for any officer or
employee of the United States “to divulge or to make known in any manner
whatever not provided by law to any person * * * the amount or source
of income, profits, losses, expenditures, or any particular thereof, set forth
or disclosed in any income return, or to permit any income return or copy
thereof or any book containing any abstract or particulars thereof to be
seen or examined by any person except as provided by law”; and also un
lawful “for any person to print or publish in any manner whatever not pro
vided by law any income return, or any part thereof, or source of income,
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profits, losses, or expenditures appearing in any income return”; a copy of
an income return cannot be furnished, except as provided by law, to anyone
except the person or persons who made the return. Furnishing the maker
with a copy of his return is not a divulging of information contained
therein to any person, within the meaning of section 3167, Revised Statutes,
as amended. There are numerous provisions in the statutes constituting
the doing or failure to do certain things offensive against the United States,
and providing for collecting unpaid taxes by suits in court and for bringing
suits to recover taxes and penalties wrongfully collected. These provisions
would be of no avail were it held that the returns themselves, or certified
copies thereof provided for in section 882, Revised Statutes, could not be
used by the government as evidence in such litigation or in preparation for
same. Manifestly congress did not. when it enacted section 3167, Revised
Statutes, intend to defeat prosecutions and suits in court for which it has
specifically provided.
Income returns filed with the department are public records of the de
partment, and public records in the treasury department are of right avail
able as evidence in litigation in court unless there is some statute making
it unlawful to use them as such. (Winn v. Patterson, 9 Pet., 663, 677;
Evanston v. Gunn, 99 U. S., 660; 17 Cyc., 306; Williams v. Conger, 125
U. S., 397, 410; Iron Silver Min. Co. v. Campbell, 135 U. S., 286, 298; Oakes
v. U. S., 174 U. S., 778; Texas, etc., Ry. Co. v Swearingen, 196 U. S., 51,
60.) As, therefore, the use of income returns or copies thereof in connec
tion with litigation in court, where the United States government is in
terested in the result, is provided for by law, such returns or copies may be
furnished for such use without a violation of the provisions of section 3167,
Revised Statutes, as amended.
The following rules and regulations are therefore prescribed:
1. The original income return of an individual, partnership, corpora
tion, association, joint-stock company, insurance company, or fiduciary, or
a copy thereof, may be furnished by the commissioner of internal revenue
to a United States attorney for use as evidence before a United States grand
jury or in litigation in any court, where the United States is interested in
the result, or for use in the preparation for such litigation, or to an attorney
connected with the department of justice designated by the attorney general
to handle such matters, if and when the attorney general states to the com
missioner in writing that such attorney is so designated. When an income
return or copy thereof is thus furnished, it must be limited in use to the
purpose for which it is furnished, and is under no conditions to be made
public except where publicity necessarily results from such use. In case
the original return is necessary, it shall be placed in evidence by the com
missioner of internal revenue or by some other officer or employee of the
internal-revenue bureau designated by the commissioner for that purpose,
and after it has been placed in evidence it shall be returned to the files in
the office of the commissioner in Washington. An original return will be
furnished only in exceptional cases, and then only when it is made to appear
that the ends of justice may otherwise be defeated. Neither the original
nor a copy of an income return desired for use in litigation in court where
the United States government is not interested in the result and where such
use might result in making public the information contained therein will
be furnished, except as otherwise provided in the next succeeding paragraph.
2. A copy of an income return may be furnished by the commissioner
of internal revenue to the person who made the return or to his duly con
stituted attorney, or, if the person is deceased, to his executor or adminis
trator; or if the entity is in the hands of a receiver, trustee in bankruptcy,
guardian, or similar legal custodian, to the receiver, trustee, or other similar
custodian upon written application for same, accompanied by satisfactory
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evidence that the applicant comes within this provision. “The person who
made the return” as herein used refers in the case of an individual return
to the individual whose return is desired, and in the case of a return of a
corporation, association, joint-stock company, insurance company, or fiduciary
to the corporation, association, joint-stock company, or fiduciary, a copy
of whose return is desired. A corporation may also designate by proper
action of its board of directors the officer or individual to whom a copy of
a return made by the corporation may be furnished, and upon sufficient
evidence of such action and of the identity of the officer or individual, a copy
may be furnished to such person. A copy of a partnership income return
will be furnished to the partners only in case all the partners join in the
request therefor, it matters not what particular partner or officer of the
partnership made the return. If the partnership has been dissolved, the
members surviving may be furnished a copy if all the members surviving
join in the request.
3. All former regulations bearing on the subjects herein covered are
hereby superseded.

II.

Giving to State Officials Access to Income Returns of Cor
porations, Associations, Joint-Stock Companies, and
Insurance Companies

Section 2 of the tariff act of October 3, 1913, imposes an income tax on
corporations, joint-stock companies or associations, and insurance com
panies, and requires them to file income returns. Paragraph G (d) of said
section provides, among other things:
That the proper officers of any state imposing a general income tax
may, upon the request of the governor thereof, have access to said returns,
or to an abstract thereof showing the name and income of each such cor
poration, joint-stock company, association, or insurance company, at such
times and in such manner as the secretary of the treasury may prescribe.
Title I of the revenue act of 1916 imposes an income tax on corporations,
joint-stock companies or associations, and insurance companies, and requires
them to file income returns. Section 14 (b) of said title provides, among
other things:
That the proper officers of any state imposing a general income tax may,
upon the request of the governor thereof, have access to said returns or to
an abstract thereof, showing the name and income of each such corporation,
joint-stock company or association, or insurance company, at such times and
in such manner as the secretary of the treasury may prescribe.
Title II of the revenue act of 1917 imposes a war excess profits tax
on corporations, joint-stock companies or associations, and insurance com
panies, and section 212 of said title provides:
That all administrative, special, and general provisions of law, including
the laws in relation to the assessment, remission, collection, and refund of
internal revenue taxes not heretofore specifically repealed, and not incon
sistent with the provisions of this title, are hereby extended and made
applicable to all the provisions of this title and to the tax herein imposed,
and all provisions of title I of such act of September 8, 1916, as amended
by this act relating to returns and payment of the tax therein imposed,
including penalties, are hereby made applicable to the tax imposed by this
title.
Title II of the revenue act of 1918 imposes an income tax on corporations,
associations, joint-stock companies, and insurance companies, and requires
them to file income returns. Section 257 of said title provides, among other
things:
That the proper officers of any state imposing an income tax may, upon
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the request of the governor thereof, have access to the returns of any cor
poration, or to an abstract thereof showing the name and income of the
corporation, at such times and in such manner as the secretary may prescribe.
Section I of title I of said revenue act of 1918 provides:
That when used in this act * * * the term “corporation” includes
associations, joint-stock companies, and insurance companies.
Title III of the revenue act of 1918 imposes a war profits and excess
profits tax on corporations, associations, joint-stock companies, and in
surance companies, in addition to other taxes imposed by the act, and
section 336 of said title provides:
That every corporation not exempt under section 304 shall make a return
for the purposes of this title. Such returns shall be made, and the taxes
imposed by this title shall be paid, at the same times and places, in the
same manner, and subject to the same conditions as is provided in the case
of returns and payment of income tax by corporations for the purposes of
title II; and all the provisions of that title not inapplicable, including pen
alties, are hereby made applicable to the taxes imposed by this title.
Section 1000, title X, of the revenue act of 1918 imposes on corporations
a special excise tax with respect to carrying on or doing business, and sub
division (d) of said section provides:
Section 257 shall apply to all returns filed with the commissioner for
purposes of the tax imposed by this section.
Pursuant to the authority contained in these provisions of law or under
laws heretofore enacted in substitution or amendment thereof and not in
consistent herewith the following rules and regulations are prescribed:
1. The proper officers of a state imposing an income tax are entitled
as of right upon the request of its governor to have access to the income
and profits tax returns of a corporation, association, joint-stock company,
or insurance company, or to an abstract thereof, showing its name and
income. Proper officers in this connection are only those officers of the state
who are charged with the enforcement of the state income-tax law and who
are to use the information gained by the access only in connection with such
enforcement.
2. The request or application of the governor must be in writing signed
by him under the seal of his state and must show:
(a) That the state imposes an income tax.
(b) The name and address of the corporation, association, joint-stock
company, or insurance company making the returns to which access is
desired.
(c) Why access is desired.
(d) The names and official positions of the officers designated to have
the access.
(e) That such designated officers are charged with the enforcement of
the state income-tax law.
(f) That the information to be gained by the access is to be used only
in connection with such enforcement.
3. The request or application of the governor may be addressed either
to the secretary of the treasury or to the commissioner of internal revenue,
but should be transmitted to the commissioner, who will set a convenient
time for the access to the returns (or to an abstract thereof as he may
determine).
4. Access shall be given only in the office of the commissioner of internal
revenue in Washington.
5. The officers designated by the governor will not be permitted to name
another person or persons to examine the returns (or abstracts) for them.
6. The officers designated will be given access only to the returns of
those corporations, associations, joint-stock companies, or insurance com
panies organized or doing business in their state.
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7. The officers designated may have access to lists furnished to supple
ment and become a part of the returns to which they are given access.
8. The proper officers, as defined in paragraph 1, may have access to the
capital stock tax returns filed under the provisions of section 1000 of the
revenue act of 1918 under the same conditions prescribed in the preceding
paragraph for access to the income and profits tax returns of corporations,
associations, joint-stock companies, and insurance companies. This right
does not extend to the examination of capital stock tax returns filed pur
suant to prior acts of congress.
9. All former regulations bearing on the subjects herein covered are
hereby superseded.
III.

Examination by a Stockholder of the Annual Income Returns
Corporation Made Pursuant to Titles II and III and
Section 1000, Title X, of the Revenue Act of 1918

of a

Title II of the revenue act of 1918 imposes an income tax on corporations
and requires them to file income returns. Section 257 of said title pro
vides, among other things:
That all bona fide stockholders of record owning 1 per cent or more of
the outstanding stock of any corporation shall, upon making request of
the commissioner, be allowed to examine the annual income returns of such
corporation and of its subsidiaries. Any stockholder who, pursuant to the
provisions of this section, is allowed to examine the return of any corpora
tion, and who makes known in any manner whatever not provided by law
the amount or source of income, profits, losses, expenditures, or any par
ticular thereof, set forth or disclosed in any such return, shall be guilty of
a misdemeanor and be punished by a fine not exceeding $1,000, or by im
prisonment not exceeding one year, or both.
Title III of the revenue act of 1918 imposes a war profits and excess
profits tax on corporations, in addition to other taxes imposed by the act,
and section 336 of said title provides:
That every corporation not exempt under section 304 shall make a return
for the purposes of this title. Such returns shall be made, and the taxes
imposed by this title shall be paid, at the same times and places, in the same
manner, and subject to the same conditions, as is provided in the case of
returns and payment of income tax by corporations for the purposes of title
II; and all the provisions of that title not inapplicable, including penalties,
are hereby made applicable to the taxes imposed by this title.
Section 1000, title X, of the revenue act of 1918 imposes on corporations
a special excise tax with respect to carrying on or doing business, and sub
division (d) of said section provides:
Section 257 shall apply to all returns filed with the commissioner for
purposes of the tax imposed by this section.
Pursuant to these provisions of law and any other laws that may be
hereafter enacted in substitution or amendment thereof and not inconsistent
herewith, a bona fide stockholder of record owning 1 per cent or more of
the outstanding stock of a corporation shall be entitled as of right, upon
making request of the commissioner of internal revenue, to examine the
annual income returns of such corporation and of its subsidiaries made under
titles II and III of the revenue act of 1918, and all returns of corporations
filed for purposes of the tax imposed by section 1000, title X, of said act.
His request for permission to examine such returns must be made in
writing and must be in the form of an affidavit showing his address, the
name of the corporation, the period of time covered by the return he desires
to inspect, the amount of the corporation’s outstanding capital stock, the
number of shares owned by him, the date .when he acquired them, and
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whether he has the beneficial as well as the record title to such shares. It
must also show that he has not acquired his shares for the purpose of the
examination of the income returns of the corporation. If he has acquired
them for this purpose he is not a bona fide stockholder within the meaning
of the statute. The application must be supported by satisfactory evidence
showing that the applicant is a bona fide stockholder of record of the
required amount of stock of the corporation. The supporting evidence may
be partly in the form of a certificate signed by the president or vicepresident of the corporation, and countersigned by the secretary under the
corporate seal. Upon being satisfied from the evidence presented that the
applicant has fully met these conditions the commissioner will grant the
permission to examine the returns and set a convenient time for the examina
tion in the office of the commissioner. This privilege is personal and will
be granted only to the stockholder, who cannot delegate it to another.
All former regulations bearing on this subject are hereby superseded.

IV.

Inspection of Returns in All Other Cases is Governed by Presi
Order and Regulations, to Which Reference is Made

dential

(T. D. 2963, January 12, 1920)

Revenue act of 1918—Amendment of article 1568 of Regulations 45
Article 1568 of regulations 45 is hereby amended to read as follows:
Art. 1568. Determination of gain or loss from subsequent sale.—The
new stock and securities received as described in the preceding article take
the place of the old stock and securities. For the purpose, therefore, of
ascertaining the gain derived or loss sustained from the subsequent sale of
any stock of A or of the consolidated corporation, so received, the original
cost to the taxpayer or the fair market value as of March 1, 1913, of the
stock of B or A in respect of which the new stock was issued, less any
untaxed distribution made to the taxpayer by A out of the former capital
or surplus of B, or by the consolidated corporation out of the former capital
or surplus of A or B, is the basis for determining the amount of such gain
or loss. When securities of a single class are exchanged for new securities
of the same total par value but of different classes, for purposes of deter
mining profit or loss on subsequent sale of any of the new securities, the
proportion of original cost (or value as of March 1, 1913) to be allocated
to each class of new securities is that proportion which the market value
of the particular class bears to the market value of all securities received
on the date of the exchange. For example, if 100 shares of common stock,
par value $100, are exchanged for 50 shares of preferred and 50 shares of
common each of $100 par value, and the cost of the old stock was $250 per
share, or $25,000, but the market value of the preferred on the date of
exchange was $110 per share, or $5,500 for the 50 shares, and the market
value of the common was $440 per share, or $22,000 for the 50 shares of
common, one-fifth of the original cost, or $5,000, would be regarded as the
cost of the preferred and four-fifths, or $20,000, as the cost of the common.
Similarly, the cost after reorganization, merger, or consolidation of the
assets of A or of the consolidated corporation is the sum of the cost (or the
fair market value as of March 1, 1913) of the assets of A and of B for
the purpose of ascertaining the gain or loss upon a subsequent sale. The
new invested capital of A or of the consolidated corporation is to be de
termined as if A and B were rendering a consolidated return as affiliated
corporations. See sections 240 and 326 of the statute and articles 631-638
and 864-869.
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